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OATH OR AFFIRMATION

1, __Victor J. Nesi . , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
ML Petrie Parkman & Co. Inc.

, as
of __December 31 ~ , 2006 , are true and correct. 1 further swear {or affirm) that
neither the company nor any partner, proprictor, principal officer or director has any proprictary interest in any account
classified solely as that of a customer, except as follows:
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Director

Title

(o b

Notary Publke | NOTARY PUBLIC, STATE OF NEW YORK

No 01BA6076581

Thig report ** contains (check l OND COUNTY

{a)} Facing Page. MMMMN TXP S w“f

(b) Statement of Financial Condmon. 7{or0"

(c) Statement of income (Loss).

(d) Statement of Changes iﬁ Financial Condition.

(c) Statement of Changes in Stockholders’ Equity or Partners® or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Compuiation of Net Capnal

(b} Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to 1he Possession or Control Requirements Under Rule 15¢3-3.

{J) A Reconciliation, mcludmg appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

{k) A Reconciliation between the audited and unaudited Statemenis of Financial Condition with respect to methods of
consolidation,

(1} An Qath or Affirmaticen, |

(m) A copy of the SIPC Supplemental Repon.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit,

oo/ O DDDE]DEE]EEE

**For conditions of confidential lr'fatmenf of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT

I
Board of Directors and Stockho]der
ML Petrie Parkman Co., Inc
Denver, Colorado

We have audited the at‘:cornpanymg consolidated statement of financial condition of ML Petrie
Parkman Co., Inc. and sub31d1anes (a wholly owned subsidiary of Merrill Lynch & Co., Inc.) as of
December 31 2006. The consolidated statement of financial posmon is the responsibility of the
Company's management. 1 Our responsibility is to express an opinion on the consolidated statement of
financial position based on our audit.
L

We conducted our. audit i 1n accordance with audltmg standards generally accepted in the Umted States
of America. Those standa:ds réquire that we plan and perform the audit to obtain reasonable assurance
about whether the fmanc1al statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supportmg the amounts and disclosures in the financial statements. ,An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the loverall-consolidated financial.statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the consollidated financial statement referred to above present fairly, in all material
respects, the consohdated financial position of ML Petrie Parkman Co., Inc. {a wholly owned
subsidiary of Mermll Lynch & Co., Inc.) as of December 31, 2006 in conforrmty with accounting
principles generally accepted in the Umted States of America.

As described in Notes 1 and 5, the Company was acquired by Merrill Lynch & Co., Inc. on December
8, 2006 and recapitalized 1 in connectlon with the acquisition and merger.

Labsingdf-Heoflo Feiietn ¢ f5tia— pc

Ehrhardt Keefe Steiner & Hottman PC
March 27, 2007
Denver, Colorado

with offices in
*« DENVER & FORT COLLINS +
www.EKSH.com



ML Petrie Parkman Co. Inc.
Consolidated Statement of Financial Condition
December 31, 2006

ASSETS
Current assets
Cash and cash equi'yalents
Restricted cash ‘
Accounts receivable

Prepaid expenses |

{
Furniture and equipment |

Accumulated depreiciation and amortization
Deferred tax asset
Other assets ;
Total Assets :
|
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities i
Accounts payable
Severence payable
Bonuses payable

Deferred rent
Total Liabilities

i
i
Commitments and contingencies (Note 4)
i

o~ P .
P - . - -

Stockholders' equity '~ - ' ‘
Common Stock, $0. 01 par value 40,000,000 shares authorized
1,000 shares lssued and outstanding
Additional pa:d-m—qapllal
Retained earnings |
Total Stockholders’ Equity
Total Liabilities and Stockholders' Equity

The accompanying notes are an integral part of these financials statements. .
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$ 3,847,182
" 250,000
920,832
81.730
5,099,744

2,163,256

(445,285)
1,717,971

1,185,189
359,162

5_8.362,066

$ 760,058
2,154,201
421,455

_

3,335,714

57,758
$ 3393472

107
1,396,840
3,571,744

4,968,594

$_8.362,066




ML Petrie Parkman Co., Inc.
Notes to Consolidated Financial Statement
December 31, 2006

1. Organization and Summary of Significant Accounting Policies

Organization

Petrie Parkman & Co., Inc. was incorporated pursuant to the Delaware general corporation law on February 20,
1989. Petrie Parkman & Co., Inc. and its subsidiaries, Denver Energy Advisors, LLC and PPC, LLC (the
“Company™) currently have off' ces in Denver and Houston. The Company’s revenues are derived primarily from
undcrwntlng, financial advnsory and institutional research activities related to the oil and gas industry. The
Company is a registered broker dealer with the Securities and Exchange Commission (the “SEC”) and is a'member
of the National Assomatlon of Securities Dealers, Inc. (the “NASD™). In consolidation, all significant intercompany
balances and transactions are eliminated.

In December 2006, ML Plptrie Acquisition 1, LLC, a wholly owned subsidiary of Merrill Lynch, merged into the
Company. The Company continued as the surviving company and its name was changed to ML Petrie Parkman Co.,
Inc. At that time, all 19 685 ,000 common shares outstanding were exchanged for 1,000 common shares of ML
Petrie Parkman Co., Inc., (“ML PPC™) and a capital contribution of $1,200,000 was made by Merrill Lynch.

The Company’s clearing agent (“Clearing Broker Dealer™) is Pershing, LLC. During 2006, the Company cleared all
transactions on behalf of customers on a fully disclosed basis with the Clearing Broker Dealer. Customers were
required to transmit funds and securities directly to the Clearing Broker Dealer. The Clearing Broker Dealer carried
all customer accounts and maintained related books and records. Jn conjunction with the merger the Company
discontinued transactions on behalf of customers. During the first quarter of 2007, all client holdings were
transferred to other broker dealers.

The Company sold a wholly owned subsidiary, Houston Energy Advisors, LLC, in conjunction with the merger. A
summary of the net assets at the date of sale is as follows:

Cash and equivalents $ 131,766
Accounts receivable [ 371,525
Furniture, fixtures and equipment 5,945
Bonuses payable (292,335)
Other accrued liabilities (157,720)
Net assets $ 65181

The following is a summary of significant accounting policies consistently followed by the Company.

Receivables : '

Accounts receivable represent the value of unsettled securities transactions, account balances arising from
participation in underwmmgs and balances arising from services provided to investment banking customers in
accordance with the terms of the respective contract. At December 31, 2006, four customers accounted for 83% of
the accounts receivable balance.

Securities Transactions -

Investment securities are carried at market value, with unrealized gains and losses recorded currently in the
consolidated statement of income. The Company determines market value by reference to published sources.
Purchases and sales with normal settlement periods are recorded based upon trade date. There were no realized or
unrealized gains or losses on securities for the year ended December 31, 2006. Non-marketable securities held at
December 31, 2006, are carried at cost and are included in other assets on the consolidated statement of financial

condition.

The accompanying notes are an integral part of these financials statements.
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ML Petrie Parkman Co., Inc.
Notes to Consolidated Financial Statement
December 31, 2006

Income Taxes

Prior to December 8, 2006, the Company was an S corporation and any taxable income or loss was reporied on the
tax returns of its shareholders. Effective December 8, 2006 in connection with the acquisition and merger with ML
Petrie Acquisition I, LLC the Company converted from an S corporation to a C corporation. As a result, the
Company now accounts for income taxes using the asset and liability method, which requires the establishment of
deferred tax assets and liabilities for the temporary differences between the financial reporting basis and the tax
basis of the Company’s assets and liabilities at cnacted tax rates expected to be in effect when such amounts are
realized or settled. The eﬂ'ect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes thet enactment date. A valuation allowance is provided to the extent deferred tax assets may
not be recoverable after consideration of the future reversal of deferred tax liabilities, tax planning strategies, and
projected future taxable inciome.

The Company was include‘gi in Merrill Lynch & Co, Inc.’s consolidated federal income tax return for the year ended
December 31, 2006. In addition each company is allocated the tax benefit due to it as a result of the utilization of
that company’s tax loss or credits by other members of the consolidated tax group. In the states in which the
Company is subject to statc income tax, it files either on a consolidated basis (with the other subsidiaries of Merrill
Lynch & Co, Inc.) or on a stand-alone basis.

Estimates

- The preparation of accrual basas financial statements in conformity with accounting principles generally accepted in

the United States of Amergca reguires the Company to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and th:e reported amount of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Financial Instruments

The Company transacts trades of securities and may utilize derivative financial instruments as economic hedges of
underlying exposures associated with specific security transactions. Both the derivative financial instruments and
the securities would be recorded at market value on the consolidated statements of financial condition; however at
December 31, 2006 the Company did not hold any derivative financial instruments.

2. Cash, Cash Equivalents and Restricted Cash

The Company considers czish and cash equivalents as cash on hand, on deposit and all highly liquid investments
purchased with a maturity of three months or less.

The Company invests its excess cash in interest-bearing securities and accounts.

At December 31, 2006 cash and cash equivalents and restricted cash consisted of the following:

Cash and operating accour}ts with Clearing Broker / Dealer $ 991,712
Treasury bill money market mutual fund 2,847,332
Other miscellaneous operating accounts 8,138

Total cash and cash equivatents § 3,847,182
Restricted cash (2) § 250,000

a N -

(a) In compliance wnh an agreement with its Clearing Broker/Dealer, the Company is reqmred to maintain
$250,000 of cash in an mterest-beanng collateral account.

The accompanying notes are an integral part of these financials statements.
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ML Petrte Parkman Co., Inc.
Notes to Consolidated Financial Statement
December 31, 2006

3. Furniture and Equipment
|

Furniture and equipment is recorded at historical cost and depreciaticn is provided on furniture and
equipment using the straight-line method over their estimated useful lives, which range from three to
five years. The Company’s fractional interest in an airplane is recorded at historical cost and
depreciated using the straight-line method over twenty vears. Leaseheold improvements are amortized
using the straight-line method over the term of the applicable leases. Gains and losses on dispositions
are recorded at pgross proceeds less net book value and are included in operations. The Company
wrote-off fully depreciated furniture and equlpment and fully amortized leasehold improvements in the
amount of $391,064 durmg 2006. The major classes of furniture and equipment at December 31, 2006
are as follows:

Fractional interest in airplane , 1,281,000

Leasehold improvements 111,602
Sub-Total ' $ 2,163,256
Less: Accumulated depreciation and amortization (445,285)
Net furniture and equipment $ 1,717,971
4. Commitments and Contingencies

The Company has entered into certain leases for office space under non-cancelable operating lease agreements that
expire on various dates through 2011, The lease on the Denver office space was amended effective September 1,
2006 and terminates on June 30, 2011. The company may terminate the lease on June 30, 2008 or June 30, 2009
with termination payments equal to 25% of the remaining lease term. The lease on the Houston office space was
renewed effective October 1, 2004 and terminates on September 30, 2011. Minimum rental payments under these
leases are as follows for the years ending December 31:

2007 ... oo e $ 554,039
p1]1 RO U U OURORUPRUPRTOOt 570,788
2009, e R e 600,929
20100 ueeeeeeaaieeeaeeeeeenn 609,983
2011 . o 372,713 °

Total $ 2,708,452

Excluded from operating lease commitments are amounts related to insurance, taxes, common area maintenance,
and other operating cost on the leased portion of its office space.

From time to time the Cc‘)mpany is involved in legal proceedings, claims and litigation arising from the normal
course of operations. Although the outcome of such matters cannot be predicted with certainty, in the opinion of
management, based on discussions with legal counsel, resulting losses in connection with such matters will not have
a material adverse effect on the Company’s financial position, results of operations or cash flows. As such, the
Company has not accrued any contingent liability in connection with the aforementioned matters,

The accompanying notes are an integral part of these financials staternents.
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ML Petrie Parkman Co., Inc.
Notes to Consolldated Financial Statement
December 31, 2006

i
5. Income Taxes '

Prior to the merger, the Company had been approved by the Internal Revenue Service as a Subchapter S Corporation
and, as such, all taxable lincome is allocated to individual stockholders; accordingly, no income tax had been
provided for at the corporate level. Subsequent to the merger with ML Petrie Acquisition 1, LLC the Company
convertedtoa C Corporatl‘on

The deferred tax asset recorded at December 31, 2006 represents the net temporary differences between
the tax and book basis of assets and liabilities. The components of the deferred tax assets and
liabilites, based on the effcctwe tax rate were as follows:

Accrued severance a.nd; bonuses $ 976,254
Net operating loss carryforwards 208,935
Deferred tax asset X $1,i85,189

|
The Company has net operatmg loss carryforward of approximately $550,000 which will expire in 2026
if unused.

|
6. Regulatory Requ'irements

As a registered broker—dealer the Company is subject to the SEC’s Uniform Net Capital requirements under Rule
15¢3-1 (the "Rule"), whlch specifies, among other requirements, the maintenance of minimum net capital and
requires that the ratio of aggregatc indebtedness to net capital, both as defined, shall not exceed 15 to 1. Minimum
net capital is the greater of $100,000 or 6 2/3% of aggregate indebtedness. At December 31, 2006, the Company
bad net capital of $646, 763 which was greater than its required net capital of $226,231. The Company’s ratio of
aggregate indebtedness to net capital was 5.25 to 1. Certain advances, distributions and other capital withdrawals of
the Company are sub_]ectito certain notifications and- restrlctwe provisions of. the Rule. The Company reports
periodically to its demgnated examlnmg authonty

' +

i
The accompanying notes are an integral part of these financials statements.

6




ML Parkman & Co., Inc.

Report on Internal Control
Required by SEC Rule 17a-5
For the year ended December 31, 2006
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Board of Directors and Stockholder
ML Petrie Parkman Co., Inc,

In planning and performing our audit of the consolidated financial statements and supplemental
schedules of ML Petrie Parkman Co., Inc. (the Company), for the year ended December 31, 2006, we
considered its internal control, including .control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements and not to provide assurance on internal control.

Also, as required by rul:e 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making
the periodic computations of aggregate indebtedness (or aggregate debits) and net capital under rule
17a-3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because
the Company does not carry securities accounts for customers or perform custodial functions relating
to customer securities, we did not review the practices and procedures followed by the Company in
any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13

2. Complying with ﬁhe requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the pfactices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions
are executed in accordance with management's authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

with offices in
* DENVER & FORT COLLINS -
www.EKSH.com




Board of Directors and Stockholder
"ML Petrie Parkman Co Inc
Page Two

Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

|

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknésses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. However, we noted no matters involving internal control, including control
activities for safeguarding securities that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectlves in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company's practices and
procedures were adequaté at December 31, 2006, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of

1934 in their regulation of registered brokers and dealers, and is not intended to be and should not be
used by anyone other than these specified parties.

Snbocnilf-flecflo SFisetn- 4 f{{#¥irar— PE

Ehrhardt Keefe Steiner & Hottman PC

March 27, 2007
Denver, Colorado
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